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Though development banking in India is practically as old as India's
independence, there are certain unique features both regarding the
prodlens of Indian esonomy and regarding development banking in the
oountry. India became independent in 1947, and the first development bank
in the country, namely Industrial Finance Corporation of India, was
established in the public sector in 1948. This shows what great importance
the country had assigned tc the need for irdustrialization, and the
important role the development banks have to play in bringing about
industrialisation, at the time of the birth of independent India.

India had its unique characteristice then &1 these continue even
today. India is the second largest ration of the world with its population
of around K07 million in 1976. Some of its states have populations whioh
far exceed the population of several developed as well as developing

oountries. It is also unique among the member countries of United Nations
in terms of its diversity in socio-economic characteristics, culture,
religion, languages and geographic featurea. ‘/ile the size, density and
resource endowaents do give some advantage tc it, they also generate
.robleas peouliar to a nation of these dimensions. Its dynamism oreates
its own new problems during growth, policies have to be adapted to changing
oirounstances, and a oontinuous process of new experir .iis and adaptation
goes on in the economy.

Apart from its size, India had a fairly good industrial base, in
absolute terms, on the eve of independence. Cotton and jute textiles
industries had well developed long before India became independent, thanks
to her comparative advantage. Cement, sugar, steel, maiches, glass and
several light engineering industries were also developed during the inter-
war period. After the Second World War several new industries such as
Aiesel engines, pumps, bioycles, sewing machines, sode ash, oaustio soda
and pharmaceuticals had oome up. But these industries emerged mainly in
response to inflationary conditions and scarcities following the war. Quick
profits was the guiding motive, and the criteria of optimal location, most
desirable scale of operation, the choioe of optimal technology, eto. were
hardly paid the attention they truly deserve. Though the industrial
structure India inherited at the time of independence may look in absolute
terms fairly diversified and impressive, it was very insignificant in
relation to the sise of the oountry’s population. The achievement, in fact,
was quite deceptive locked in light of the mammoth future task before the
country. The comtribution of factory establishments in national inoome in
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1948-49 was only 6.6 per cent and the share of labour force working in these
estal.lishments was only 1.5 per cent of the working nmopulation in the country.
Agriculture was 3till the predominant activity. Also the goods nroduced by
industry were mainly consumer goods whereas with the deposits of iron ore,
the potential comparative advantage the country had in the manufacturing of
gteel, its human ekill and the vize of the comestic market, there seemed to
be considersble scope for develonings a sirong cepital goods sector to support
the overall industrial development or = sustained basis. Viewed in this
perspective, the level of industrialization was low, therec were distinct gaps
in the structure of industries, there was a paramount need for applying
efficiency criteria o 1ittle more rigorously and above all more conscious
afforts and planning were called for to accelerate the nace of industrializa-
tion in the country. It wac in response tc these felt needs that the
Industrial Finance Corporation was established in 1948, and after
consolidating and improving ihe stetisticel system, the first Five Year

Plan was launched in 1951-%2. The basic objectives and broad outline of

industrial policy followed since indencndence are briefl;- descrited belows

Bconomic objeciives and Industriel Policy cince Independence

The industrial policy of the country is anmounced and modified through
industrial policy rcsolutions and statements on this policy from time to
time. Basically it aims at securing the objectives as stated in the
preemble of the Constitutim of India. In its Directive Principles of
State Policy inter alia it is stated that:

"The State shall strive to promote the welfare of the people
by securing and protecting as effecctively as it may a social

order in which justice, social, economic and political,
shall inform =211 the institutions of the national life."

FMurther that:
"fhe State shall, in particular, direct its policy towards
securing -

(a) that the citizens, men and women equally, have the right
to an adecquate means of livelihood;

(v) that the ownership and control of the material resouroes
of the community are so distributcd 28 best to subserve
the common good;

(c) thet the operation of the economic system does noi result
in the concentration of wealth and means of production tu
the common detriment."
Industrial Policy is one of the policy instruments through whieh these

social objects are planned to be achieved. The salient features of the
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present industrial policy are that there are certain broad production areas
such a8 atomic energy, mincral cils, aircraft, railway transport,
shipbuilding and iron and stecl which are rescrved for development
exclusively in the oublic scctor. At the other cxtreme about 200 items

for production where cconomies of scale ar~ not a paramount consideration,
are reserved for exclusive development in the small-ucale sector. This list
is periodically revisea and ausmentec from tim. to time. In between, there
is what may be ocalled a residual sector covering all other catcgories of
goeds for industrial prcduction. The residual scctor is divided into 'core?
sactor and ncn-core sector. The relatively larg:r industrial houses - and we
have a listing of such houses - and foreign companies are free tn produce
any of the items listed in the corc sector and are also allowed t~ center and
produce geoods in the non-core sector providcd the nroposed unit is export
ortented. The liet of industrics under the core sector iz revised from time
to time. While thc inter-tempeoral developmeni of various industries is
broadly determined by the strategy of planning as laid down by the Planning
Commission and also the market forces, the licensing of such industries,

the emerging ownershin pattern of capital and the gcographical distribution
of benefits of industrial devclopment are basically determined by the
industrial licensing authority, i.c. Goverrment of India, which gives
license to a particular party, znd the financizl institutions in the country,

which sxtend financial assistance to particular industrial units.

Structure of Pinancial Institutions in India

The need Yor snccialized [inancial institwtions to meet the requireme.ts
¢t term firence of irdustry in the country was recognized as early as 1931.
It was also realized that such institutions be established both at all-India
lcvel and State level. But the first all-India’financial institutiou, namely,
Industirial Finance Corporation (IFCI), was established in the public sector in
1948. Starting modestly in 1948, IPCI's operations have grown in size and in
complexity and have kept up pace with the growth of industry in tre country.
Tne IFCI is giving prelerence to sugar and textiles projects - especially in
the co-operative sector - whioh offer large employment potential and also
canalize the savings of the agricultural sector for productive purposes.
Net approvals by the IFCI to units in thesc sectors have been one-third of

total approvals as on June-end, 1976, both in terms of number and amount.

The establishment of financial institutions in the individual States

was considered almost nimltaneously and the first cuch :@fporation wes




started in the State of Tamilnadu in 1949. The ftate Pinancial

Corporations Act was passed in 1951 and becamc ~ffective from August 1, 1952.
Since then, in addition to Tamilnadu Industrial Investment Corporation, 17
more ‘state finandial. corporations have been set up vith the main objective .
of providing loan and underwriting assistance to units coming up in the

omall scale sector and units coming u» ir the smaller ~f the medium sector

(i.e. to projeets with paid up conitel ond reserves of loss thaan Ra. 10 million).

The maximum assistance in thc form 6f loan and underwriting that an SFC can give

to ar incividual »rojcect is ds. 3 million,

Since then new aorporations in this large sized country have been zct up
in response to the diverse recuirements of irdustry in consonance with the
noclo~economic objectives of the country. The Industrial Credit and
Investment Corporation of Indiu, 2 nrivate sector ~d todey the only private
sector financial institution in the country, uvas set up in 1955. It was
expected to pay snecial attention to the foreign currency loan requirements

and underWwriting recuirements of the industry.

The next all-India institution to com¢ up in the field 8f industrial
finance was the gefinance Corporction for Industry Limited. It was set up
in 1958 by the Reserve Bark of India, LIC and some leading commercial banks
w#ith a view to providing refinance to commercial banks and subsequently to
state financial corporations for their mcedium~tcrm loans to medium-sized
borrowers in the private scctor. Its resources neinly ceme from the rupee
fund under the P.L.480 Agreement botween the fovermments of India and
United States of America. Later it was merged with the Industrial
Development Bank of India (IDBI), the apex decvelopment bank of the country.

The IDBI, unlike other all-India institutions, provides finance to
industry under various schemes of finance. It nrovides finance directly to
medium and large sized industry mainly on o consortium basis with other
all-Indiz financial institwtions, it »rovi.es refinance assistance to gtate
financial institutions, state iudustrial investmont corporations and
ccmmercial benks, for on-lending to small and smaller of the medium industrial
units, it operates an almost automatic hire-purchase scheme for purchasing v
indigenously manufactured machirery, called Bill: Rediscounting Scheme, and
it also provides term loan assistance for cxports of capital goods un s
defurred payment basis. The IDBI also provides assistance for the foreign
currency requirements of units assistoed by the SFCs through its rcefinance

scheme, the source being a 'lorld Bonk line of credit. In addition, the IDBI
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subscribes to thc charc capital ond bonds and debentures of other financial
institutions thereby vugmenting their resources. There are still more schemes
of IDBI to which refcrence shall be made zt a later stoge.

In addition to these institutions, the Unit Trust of India (UTI,
established in 1964), Life Insurance tLorporation of Indi.. and the General
Insurance Corporation of India alzo to a certain extent meet financial
requirements of the industrial cector. They work very closely with other
all-Indin finencial irctitutions and providc finance or o consortium basis.
The commercial banke ~lfo extenl term finunce to induct ry to o certain extent
but have invarinbly rerpondcd to the requeet of finencial iugtitutions when

providing finance to relotively laree 3ized industrisl projects.

The latest all-In'i: institution to be et up was the Industrial
Reconstrustion Corporation »f Indio Limited in 197" with the main objective

of rehabil.tation of sick industri-~l units.

This, in very bricf, outlines the structure of financial institutions
serving industry in the country. The brochure on development banking brought
out by the IDBI, and the broszhure or. financial institutions in India compiled
by the India Investment Centre provide considerable information on the working
of these institutions. In addition, it should be noted that there are
financial institutions necting the medium- and long-term requirements of
agriculture. The apex institution in the fiell of agriculture is the
Agricultural Nefinance an Develonment Corporation vhich basically works
through the medium of land mortgnge bianks and stote co-ovpcrative banks at
State level. pBut the subject here beiny industrial financc, the attention is
confined to the impact the financial institutions in the industrial sector
have been able to bring about in the industrial scene of the country both

quantitatively as well as in qualitetive terus.

It is quite comaon, and certninly more appronriate, to refer to the
financial institutions in the doveloping countries as development banks,
implying that their task gnes far beyond the conventionzl function of
providing term capital to cualifying entreprencurs and mobilizing resources
for their lending operations. In developed countries, particularly in
Germany and Japan, the bhank did play an active, and ut times, cven
aggressive role in accelerating the growth nrocess by providing merchant
banking scrvices and mecting the term capital requirements of entrepreneurs.
But then the developcd countries in their nascent stage of growth were
acting with rmch fewer constrzints than the devcloping countries of today.

These Wero the Adays whem intcrnntional trade was ~ecting ag an engine of

o g
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growth, problems of marketing and avnilability of raw materials were less
pressing, and relatively speaking, thcre was no dearth of entrepreneurs.

Active support from government in crerting supporting infrastructure and

ready resvonse of the financiel institutions further smoothed the

process of growth.

While development banks, financial intermediaries as they are, canneot
be an engine of growth, they can surely act as growth-inducing sector in the
desirable directions. The main objective of dcveloped countries in their
carlier stage of growth was growth per se and this was well served by the
banks. In developing countries of today, particularly in India, there is
considerablc emphasis on redistribution of income and of productive assets,
sccial justice, self rcliance, prevention of concentration of economic power,
regionally-balcnced growth and promotion of o class of new and technician
emtrepreneurs. DLoonomic growth with morr or less simultaneous and just
distribution of its benefits is the primary objeotive. In an economy where
the resources are scerce, it recuires not only investment of all available
investible resources, but a certain qualitative composition and geographical
distribution of them. The rcsultant output-mix aleo has to be consistent

with the accepted social objcctives.

The development banks have to adept their lending strategy and activities
toward realization of these objectives. Their lemding has to be far more
purposeful. It is cuite a complex task to work toward simultaneous achieve-
ment of a fine blend of what may somctimes turn out to be conflicting
objeotives. And given the time horizon within which so much is intended to
be achieved, it is very much douttful whether, in past, so much was ever
expcoted from the development banks. But we in India do. This has made the
task of devolopment banks quite a2 challeaging one in India.

The social objectives of the country have to be turned into performance
arces and within the territory of their stetutes, the dcvclopment banks have
to define their objectives in a marmmer so as to serve these social objectives.
Translated into blueprint for action, criteria for the allooation of
assistance, they define priorities for asaistance by the development banks.
Today the priority areas in the country are:

(1) Projects coming up in the backward rcgions;
(11) Projects coming up in the small-scalc sector;
(111) Projeots promoted by new and technician entrepreneurs;
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(iv) Projects producing goods of mass conswintion;
(v) Projects in the noture of cxport promotion and import-
substituting industricl unite.

The above lict is indicative cnd by no means in order of irportance of a
priority. In -ddition to these, -het iy be cnlled long term prioritics, the
dovelopment banks hove 2150 to work with short—torm nriorities by odapting
their lending stratcgry to charging circwystances =o as not to create
inflationary conditions, or idle capncity in certain scoters wherce critical
raw motorials or utilitics are not ~vailable, or not to create situation of
shortnges or gluts of certoin commoeditics ot soue future datcs. The flow of
demand ~nd supply has to be regulated se as net to crente an imbalance between
the two ~ud the fi..aoial institutions crn play on important role hcre. This
is very essential beceausc projeots arc indivisible, arc profitablc orly at
certain level of capacity utilization, and therefore, production can increase
only in spurts. Dvery atteamt, thercfore, has to br nade to rogulate supply
(and subscouent claimz on raw materials) by phesing out assistance, and if

necessary, by curtailing assistance to certain sectors for o short time.

This nceds claboration in somc greater detcil. The main inctrwaent of
working of dcvclopment banis iz finance: to roisc »nd disbursc this scarce
resource in the cconomy. Finance, truly spesking, is not a resource but a
numerairce in which nli other rcsources arc cxpressed. But it has its own
ctrength as well as weoknces. Mere creation of finonecc without corresponding
creation of good:: and gervices within a reasonable time could be inflationary.
A dovelopnent rank just connot be merely o lending agene. It has to teake
into account the strength of finance in the sense that it could command all
resources and exploit this streneth o the maximum benefit of the rnation.

The manner in which finance is dicbursed to projects very much determines the
clains of assisted unite on searce resources such ag power, fucl and
transport. By following wi appropriate location policy while assisting projects,
it could help determine ihe geographical dispersal of industries onc facilitate
reduction in regionzl imbalances by creation of incorics and employment in the
relatively backward rcgions of the country. And cdepending on the kind of
entrepreneurs it assicts it could also determine the emergence of pattern

of ownershin of mean: of production. Thus cven vwithin the framework of its
traditional lending nctivitics theve is considerable scope for a development
bank in optimizing thc usc of scarce resources, in ~chieving w cocially
degirable product-mix, in bringing nbout inductrialization in hitherto

backward regiong, in preventing concentration of ccoromic nower and in




- 10 -

promoting the growtn of small, new and tcchnician entreprencurs in the
country. But the reorientution of nttitudes and conscious efforts on the

part of development banks are highly nccessary.

Even with the best of intentions and change in attitudes, it 48 found
that viable projects in the socially desirable sectors are not forthcoming.
Entreprencurship is a very acarce factHr in the country. And whatever new
entrepreneurs that are located, menerally prefer to be at o safer place
where economies of conglomeration are availarle - i.c. in developed regions.
The development banks carmot wait for the socially most desired projects to
come. Waiting has its own social cost. Uor can they fritter away their
assistance to basically doubtful or cocially less desirable projects. There
is no guarantce that left to itrelf, there will be an cutonomous increase in
the supply of socially desirable and beneficirl projects. While the
willingness to lend is there, there nrc no right kinds of projects or
cntreprencurs. The supply of right nrojects and centreprencurs, therefore,
has to be induced and, if nccessary, at some cost to the nation. 1In an
economy wherc all savings arc invested, this may have to be achieved by
diversion of resources from one kind of investment to another, with the eole

objective of improving the quality-content of aggregate investment.

To give some quantitative idea of achievements in the industrial sector,
the share of industrinl production in the factory sactor in net domestic
product has gone up from 6.6 per cent in 1948-49 to about 11 per cent in
1974-75. National income during this period has grown, on an average, by
about 3.5 per ccnt per annun, whereas industrial production has increased
by about 5 per cent, and that of engincering industrics by about 9.5 ner cent.
India todsy produces a wide range of goods, some of them quite sophisticated
in their technology. Iudia manufactures aireraft, ships, locomotives of all
kinds, trucks, cars, industrial machinery and sophisticated electronic items
of several kinds. Thie shows the slow but cortain structural transformation
taking place in thc economy. Industrial growth is an outcome of joint
endeavears of scveral agencics in thc country and it would be presunptious
to give credit for the growth to onc or two zgencics. The significant
rolec of the financial institutions, however, hae to be appreciatced first,
for extending assistancc to the industrial units and secondly - and this
gshould be regarded as a far more important contribution - for educating ard
convincing the investing community that all aspects of investment proposal
mist be clearly examined in the form of a project report before taking an

investment decision. This is a very significant contribution of the




devclopment banks. Today hardly a now project comes up in the economy

without assistance from onc of the development b-nks in the country ~nd
most of the pdromotcrs will rgrce thot the cearching questions put up by the
staff of the development bonks have helped then to immrove their investment

proposals.

Despite this zrowth, the share of 2xports in national income in exports
has remained more or lcos constmnt. Todny exporte form about 6 r2r cent of
national income, rathcer o sanll percentage comnared to other developing
countrics but quitc censistent with its size, nnd resource endowments, both
natural and human. it han a large domostie narket with a basic tendency for
the economy to vecome self-sufficient. The industrial structurc that is
emarging in India, thercfore, cannot nccessarily be azro-based and trade-based.
If &t all, the share of wpro-based industries hos been slowly declining in
total industrial production. The threc nojor agro-based industries, namely,
cotton textiles, jutc textiles and rugar, s was nmentioned carlier, were well
developed even before independence. The annual rate of growth of cotton yarn
(mills sector) betwcen 1951 and 1977 has been only 2.1 per cont, of cotton
textiles (mills scctor) only 0.3 der cent, and of jut: textiles only
0.6 ver cent. The rate of growth of cotton textiles in the unorganized
handloom sector is higher. The :nnual rate of growth of production cf sugnr
during this pcriod war 5.3 ner cent. During this neriod chemicals and chemical
rroducts, pctrolewn nroducts, non-electrical and elcetricel mechinery, and
electricity generation heve recorded -~ jwore thon 10 zner cent annunl rate of
growth. TFven though the sharc of the avove three o ro-based industries has
been slouly declining, their woightrge in the index of industrial nroduction
(base 1970) wag still cignificantly hign t 21 per eent. (I+ was 27 in the
index with base 1960 and 48 ((including unorgonized sector)) in the index
with base 1951.) But tie treal is obvious. Cofton textiles and sugar are
items of mans conswantion in o country likc >urs ~nd their consunption and
production need to b stuppel up considerably. Today these industries are
given high priority and consciouc cfforts arc wadc to nodernize the existing
unitc so a5 to achiove higher nroduction out cof exicting canacity with
modernization »f their ecuipment. 7"hough the structural change is taking
place in the econcny in favour of non-traditionn .adustrics, and o large
part of assistance of the financial inctitutions har gone to what we
customarily refer to os non-traditionnl scctors, it should be noticed that
the IFCI, the oldest of the financinl institutions, has been quite active in

financing sugar, cotton and jute textiles. Nearly one-third of its
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assistance so far has gone to thesc three sectors. ICICI and IDBI who
normally provide assistanoc to non-tracitional industries and to core sector
projects have also been lately active in ascsisting these sectors. The
largest single beneficiary of the IUBI's assistance so far has been the
textile industry for its modernization and expansion programmes. Iven
though, consistent with the changing structure of industries, a large part
of assistance may go to non-traditional industries, these goods of mass
consunption will continue to get special attention from the financial
inestitutions they have been getting so far.

Promotion of small-scale enterpriscs, of industrial units in the
relatively backward regions of thc country, and deliboratc attempts at
creating a class of new entrecpreneurs are an integral part of our strategy
for generation of additional employment and redistribution of income and
assets in favour of hitherto unprivileged class and weaker sectione of society.

Smell-scale industries have a potential for achieving these goals at a
relatively smaller capital cost in fields where the economice of soale are
not overriding consideration for deciding the optimal sizc of the unit. They
are alsc likely to be less inflationary to the extent that construction and
production lags are smaller than in the case of larger enterprises. According
to some estimntes a fixed investment of Rs. 1 million provided employment to
sbout 160 persons in small-scale industries compar~d to less than 25 in the
case of larger enterprises. Inclusive of imputed wages to self-employed
workers, the share of wages in total valuc added works out to about
61 per cent.

With a view to acecelerating the growth of small entcrprises, the
Government of India, as mentioned earlier, has reserved a large number of
items for exclusive production &n the snall-scale seotor. The Central
Goverrment, and State Governments, as well as financial institutions, offer
various conocesions to promote the growth of this scctor. The assistance
sancdioned to small-scale units in the last six years by SFCs has increased
from Re. 202 million in 1969~70 to Rs. 918 million in 1975-76. The share of
sanction to small-scale industries and small road transport operators in the
total sanction of project assistance by IDBI has increased from less than
1 per cent in 1964-65 to about 5 per cent in 1968-69 and 23 per cent in
1975%~76. Production in the small-scale scctor, particularly in the last few
years when the production has been slack in the large-scale sector, has
inoreased at quite a rapid ratc in the econony.
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Sarllescale units, by their vory nature, ~rc sn a priori consideration
expectod to have certain disndvontiices ouch os less =fficient technology,
higher rick ~and less casebility to uwithet ! rougle weathor in difficult times,
and higher adminiserative cont of larding awd onitoring fron the point of
view of finar-~ial instituti-nc. The: need - sussorting institutional
infraestructure Lo help them face wnd tide over theos provlens.  In India
we have ut Dtate level wmedl-cerle industrics sorpnrations which help the
small units in procuremeont of rou materials ond alas 14 marketing of their
products.  They als) opcrate hiro-ourchnsc sechemes for the purchrse of the
nachinery for smoll-ccelc units. The Sinll ladusteic: Service Inatitutes
help the wmall unito in thoir problerus reclotity; $2 technologr 2nd technicel
problens arising durir - the operaticorn. The IDPT ir usocintion with o .her

all=Indin financicl institutions =nc commercial handss hwve startoed technicnl

congaltoncy organicrtiong in sowe of the Stntes < brsicilly in the backward

Statcs - to hely nromoters ot oll stogen o0 tic rojeet cycle.  To

encouray: inmprovenent in thce queiityr . f sroducts, the IDBI hos introduced

a schen: -t concousion in iat.oprest pnt. t those unite which obt .in Indian :

Stendard Tnetitute's - 15T - nork ot their products.  The I0T will aceist
the snall waits by advicing ther whet aldifionnd equisnent they need for
imnroving the cquality of their sroducts and the TOPT hes agrecd to provide

100 ner cent refinance {or the vurchese »f such couirient.

Active mronntion of industrics in reletively bochward regdoons is still
another way in vhich Covertument iz cideavouring to bring ~bout ~ better
distribution »f bencfite of ;rowth. Backusrdness ir not o unigue roblerr
to India. Other countrics hive been facin thi. wrobles, even thoe loveloped
ones.  But the diacnsione of the problen ir Indin rre very lorge, siven the
widely prevalent subsictenee level i living in the country, and large
distances betuccn rel-tively more developed qrd log. Acvelonsd rogions in

the country.

It nay be aporeprinte here to reeall the Singer<Prebiseh theais which
attempts to oxplain hotr latriruationgl trade in the rnineteenth contury has
led to uneven digtritution: ~f gzive o0 trode betucen todryte develonnd and
devecloping countrics to the Airwvantooe 5f the lotter. It hos boen o
controversial thogis not because of the non-cxistenes f the phenomenon it is
trying tc ex;lain, but becausce of the cexplonctioe given tor the oscournuacce
of the phenomenon. averyonce may not ogorec uith it but what is anore
important in the prescnt context i: that a sinilor sattown should not teo

repeated today, particul-rly in the lerpge-cined developing countries wherce
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there are relatively developed as well as backward regions and where there is
more or less free trade and free mobility of factors of production between
them. The developed regions have the advantages of economies of conglomera-
tion and attract entrepreneurs and resources. In the process there is a
strong possibility that they may drain some of the relatively more backward
regions nf their valuable resources. This could happen and eventually result
in imbalanced regional growth giving rise to distinct pockets of relative
opulence and poverty.

In India reglonally well-balanced growth has 2ll Along been one of the
objectives o° planning. Yot much was achieved in terms of this objective
during the first 3 five-year plans. The objective was defined without an
appropriate and sufficicntly effective policy framework. It was hence felt
that bolder and more deliberate and co-ordinated efforts were necessary for
initiating a process of growth in backward regions which eventually should

become a self-sustaining one.

In 1968, at the time of the formulation of the Fourth Plan, the '
Planning Commission constituted two working groups, one to recommend criteria
for the identification of backward areas and the other to suggest fiscal and
financial incentives for cstablishing industrial units in the backward
regions. On the basis of recommendations of these groups and on some
additional criteria the Planning Commission today has classified about
240 districts and regions as specified backward regions for concessional

assistance from the financial institutione.

The financial institutions introduced in 1970 schemes of concessional
assistance to projects coming up in the backward regions. The conoessions
are in the form of lower interest rute, longer amortisation period,
reduction in the underwriting commission and in commitment charges on the
undrawn balance, etc. The IDBI has also exVended similar concessions on its
refinance assistance. In additior to thia the Centrel Government provides an
outright grant cf subsidy in selected districts. The subsidy is at the rate
of 15 per cent of the project cost with a maximum of Rs. 1.5 million and is
given irrespective of the project cost. The State governments also provide

-

further financial concessions to projects coming up in the backward regions.

The financial incentives and the subsidies on their own cannot be
expected to direct the natural economic forces and projects to backward
regions., Finance is not the only determirnant, perhaps not the principle
determinant of industrial investment in any region. The factors which
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influence an investment decision are many such ac wvailability of infra-
gstructure facilities, conmunicoations, shysical resourcer. existence of
entrepreneurisl and manngericl cepobilitice, dennnd, grovwth-inducive
enviromaents, ~nd o host of sther oncio~cultural factors shaning attitudes

of people towsrd achicvement wid indu tpialization. e. iiziag that finaneial
incentives arc not adequatc and thet conmething uore has to be done in the
develommental snhere, the finaneicl institutions simultancously launcherd udon
what may be beoically colled aor=lincneicl doveloprientnl activities 10
srevare o sound infornatiun vnse what voulid holp avolve n lecotion - spacific

stratey in ecach Stete.

oS

Not much inform~ticn woe aveilable either on denand or on growth potentiol
of these rcgicns, let alone on the extent ant enuscs of bockwardness. The
backwerd arcnas differ trom cech other in their dcgree of backwardness as well
as in their developnent potenticl. The [irst immortant task was to assess the
industrisl ~rowth notential of backuard regions in the country. The financial
institutions heve by wow conducted industrial sotential surveys of nll beck-
ward regions oxcent the Stnte of Sikkir (which j~ined tke Indicn Union in
April 1976) anl have icentificd sevarsl oreject 1deas in the light of tho
resource ondownents, likely denand ond availeble irfrastructure facilities. As
p result of these surveys oroject ideas m;_f{;’rc.ggatin.g an investment of about
2. 28,000 nillion have been idemtified . Of these T4 projectr with capital
investment of nbout Re. 2,550 nillion hrwve salready tekan shape or.ere under
constructiorn. llany of thesc sreject ideas, however, have to be discussed,
further screered and shorpened bhefore they could be trar ~formed into actual
investneat. On finalizotion ~f survey resorts of coch backward State, the
report is intensively discuassed uith the “tate-level institutions and

authoritics.

To keen o continucus Tollow-uy of these project luaeos and for closely
involving the State-level institutions in this task, the Industrial Development
Bank of Tndis ir ascociztion vith other «ll-Incil “financial institutions
has constituted Inter-Inctitutionnl Groune (116) 2t Ltate level vhera the
Sgate—lovel Tinancicl ~n?! promotional institutions ond wrominent commercial
banks in the Otatc ~re represented. Therc are 17 such rroune nractically
covering the whole of the couniry. They neet deriodierlly and discuss o broad
range of issucs pertaining to the intustrinlization of State such as droject
identification, icentification and training of entrenrcneurs, project
financing ond so on. The IDBI's role is to feed then with new ideas, collect

end disseminate experienccs cf cne TIG to other 1ICe.
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From the experience of working with new project ideas and with small
entrepreneurs, we fecl that *therc was a distinct gap in the services made
available to the enall ~nd relatively inexperienced entreprencurs. They
neceded help - fcchnical and srofessional assistance - in formulating o good
project scher» und in following it w with the financie? institutlions for
gettifg financial assistance. A wan with ideas nceded technical assistance
from the stage of project conception to project formulation and »roject
implenentation. The othar Hrefessionel consultanto are expensive and sone-
times even not aveilable to o project coning un in o remote backward region.
With o view to filling this g0, the IDBI in acsociction with other financial
institutions hac started teshnical consultancy orgmnizations in seven States

in the country.

All thesc schemes have their own verformance lags. But in terms of
achievements, year ofter yonr, the assistance going to backward regions has
been continuously rising sinece 970 when the schemes of asciotance were
first introduced. During 1975-76 (April-llarch) total assistonce sanctioned
by the all-India finencial institutions to srojrcts coming up in the back-
ward regions was iv. 1,307 nillion and constituted nbout one-third of their
total rgsistance. An idea of the rapid grouth of assistconce to projects in
backward arcas ey be obtnined fron the fact that during 6 years (1964-1970,
July-Junc), the IDBI hedd srnetioned assistance of Re. 470 million to units

coning up in backward regiong, censtituting about 17 per cent of its total

@

ssistance during this ocriod.  This has grovm to sanctioning of

assistance sanctioned during 1975-756 (July=Juwic).
13 Vi A

The develonuental role of the IDRI has been given o fresh reorientetion
after its restructuring in Perruary 1976. A separate department, namely the
Regional and Backward Aren Developnent Denortiment, has been created with the
main purpose of prejeet identification, project —romotion cnd »erforming

associated develosmental activitics for the backward regions.

It is very Aifficult to precisely cuantify the imvact of this
assistance on the backuwoard regions. It is rether too carly to cvaluate
the developnental inmpret of this cssistance ns the real momentun has come
since 1970, and most of the »rojects have yet to stort production. But
on the basis cf soie projects which hove already gone into production,
the dircet assistance miven by all-Indic finencial institutions has resulted
in employment crention of more than 100,000 i the incustrial sector in the

backward regions.

-
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One may or noy not agree with Kuznet's historical finding that the economic
development and incquality in the Aistritution of resultant incomes are
positively correlated in the enrly phase of cconomic development. But it
appears certain that, left to narket forces, there ic no . inevitable tendency
for income dictribution to become nmore cgalitarian or all regions to partici-
pate cquitably in thin benefits of growth. The Srowth rocess has to be guided
in o certain dirnction, it has in ~ vy oo be Tinduced! among certain rogions
and through » certodn seetion of entreprencurinl class 1Y the entrepreneurial
basc has to b widencd. The entreprcncur iz - key fretor >f production in
econuiric develosnionl end unloss thers ore entronroneurs willing to work within
the framcwork of s.:ooi')--r.cormmic objectivey, develenment cexmot take plnee a%
the nace it i= callol for. Jven in the ninetcenth century whatever devclopment
toolr slace in develo;i:y: ccuntrics - lorge port of it was thnnks to the efforts
of.foreign satreprencurs.  dis gulding motive was rrofits and diversion of
these profits to the metronoliton comtre and tienco ne lasting development

could toke place in what are today's develoning countrics.
1 (&

Realizing that no losting developnent can toke ploce unless entreprencur-
ship i cncouraged, that the best waoy of distributing btenefits of growth is to
encourag: wider dicversal of owmersiin of oroductive nesets, and that the only
way of promoting a euwetained process of ;routic in the reletively backwnrd regions
of the country ic ¢ encure ploughbick of nrofits made in thesc regions, the
financial irstitutions have evelved schenns to cnecourage very actively new
entreprencurs o tachnician entrenrencurs.  To cusure industrial development
of backward regions on . continucus besis, vractically cach State has
established o state industrial inve. .ment corporation the exact nomenclaturc
differs from itate to Stet:) hoee mein job iz to cextend cuity copital and
loans to projects coning 1y in the backward rozions, cnd also to sponsor
projocts themselves in colleborntion vith pome arivate entreprencurs, called
Yjoint scctor! projects in Indic, As the LITC is co-sponsor ol the project
there is very good assurcnce that the profits made on the srojcets will he
vloughed back for the benefit of otlicr orojecles vomlng up ln the heckward
regions of the State. The =211l-India finrncizl institutions cxtend directly
assistance to viable joint scetor srojecte co-sponscred by the SIIC. In
eddition, the IDBI olsc exteuds rofinance assistance to SIIC against their

loans to mediwa-sized industrinl uvnits.

All financial institutions in the cowatry hove beon nroviding essistance
on concessional terms to tochnicion entreprencurs who have the technical
ability to run a project but iack 1‘ihance to start their projects. Most of
the commercial banks provide assistonce vy to 100 »er cent with the maximun

assistance of Rs. +.2 million., The norms relating to nromoters' contribution
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arc relaxed in the casc of thesc entreprencurs by the State-level financial
institutions as well as the all-India financial institutions. Some of the
financial institutions also prepare feosibility studies at their own
expense, and rear the cxmenditure of training thesc tochnicians in

entreprencurial training progranncs.

Quite oftcn, houever, it is found thet the financial incentiven and
related training inputu are not cnouvgh to draw out potentinl entreprencurs
from their scourc shells of well-paid jobs. The basic quality of an emtre-
prencur is risk-taking, and to take the consequences if failure comes his
way. The new and potentinl entreprencur requires ?risk capital?, i.c.
assistance in the fora of ccuity by the financial institutions sc thnt his
risk is minimized. The {inaneinl institutions, thercfore, have evolved what
we call "seed capital" schemes to nrovide assistance in the fornm of equity
capital to now cntreprencurs. The IDBI onerat.s two such schemes: one
through the state finoncial corporation where assistance is provided to bridge
the gap betwecn what o pronoter can actueliy bring ond what is normally
expected from him. The nssistance i3 on very soft terms. The maximum
assistance given under this schenme is Rs. 0.1 millicn. The other scheme of
IDRI is opcrated through the state industrial investment corporntions where the
minimunm assistrnce is Ns. 0.1 million, the maximum ossistance is
Rs. 1.0 nillion and ic given only to projects with the projcct cost up to
Rs. 10 million. The Industrial Finance Cornoration of India has also
sponsored an institution called the Risk Capital Foundotion which provides
secd capital in the form of intorast- ‘ree personal lomn. to entrepreneurs
where the project cost is more than Ri. 10 nmillion. Thus all three schemes
are envisaged as complementory schencs and can srovide assistance on very
soft terms. At State level the institutions are quite active in locating
potential entrepreneurs and running specialized cntreprencurial development

programmes for the benefit of thesc persons.

The financial institutions heve olso rccognized that the quality of
their professional staff an? the uuality of nrofessional management need to
be continuously ungraded and sharnencd if the flow of better-conceived
projects were to increasc, appraisal standards of ~rojects were to improve
and the menagemcnt of industry orofessionaliscd.  Realizing the important
necd of training and research in the ficld of financial management, the .
ICICI has nromoted the Institute for IMinancial Hancgement ond descarch in
Madrae, and the IFCI has sponsored the Management Development Institute in

New Delhi for this purpose. They have devised training nrogrammes suited to




the particular requirements of Indi~n finanzial institutions and Indian
industry. Their programmes have also been found ~uite educative and well

appraciated by participants from other develoning countries.

Thesc ar in the nature of infrastructurc activities for developing that
crucial factor in cconomic wevelonvment, nomely the hunan factor. The gaing
will be spread over o lony neriod of time end oven thon they are not easily
quantifiable. Gestation lags of 11 such activities are long, particularly
vhen the efforts are nade for -on tinduced! pattern of growth. If ot all,
the corts are immedicte and an immaticnt mind whoso #dpe horizon for
maximizing benefits is short moy be somewhat nkeptical of this continuous
and painstaking fecrch for new woys of cumenting end inproving the quality
of the human factor in uroduction. le belicve it is o worthwhile endeawvour,
particularly when the objective of redistribution is uppermost in the

nationts mind.

The developuaent of 2 country or any »f its regions is a socio-cconomic
phenomenon involving both economic ~nd nomeecononic factors. Industrizlization
is only one aspect of srowth. Development of agriculturce is equeally important
if not more in the initinl stages of growth. The objectives of the development
banks have to be very delicately blended or else more growth mey be at the
expense of equity and vice versa. MNorcover, realizetion oif these objectives
is elways a joint endeavour where several other institutions are involved,

It is very difficult to measure the contribution of ony institution with any
degrce of precision. Several costs and benefits in the form of linkages and
externalities arec not ecuily quantifiable. But one thing is certain. The
financial institutions arc moving in the right direction, are working, at
time ecrreing, lecarning ent always looking for new wayr to better satisf{y the

nation's objectives.
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